Abstract
Introduction
At the theoretical level, the relationship between privatization and economic growth is ambiguous. Privatization can improve profitability, productivity, and investment of privatized firms which eventually lead to faster growth as a result of change in the ownership, incentives, and entry of private enterprises into the economy.
Managerial efficiency of publicly owned firms would be lower than that of privately owned firms since the managers of publicly owned companies may aim to maximize the interest of the politicians while the managers of privately owned companies aim to maximize the profitability of the firm. Corruption, politi-cal influence, and the lack of motivation, financing, capital and market discipline would be the other factors which lower the efficiency and productivity of publicly owned companies (Dessy and Florio 2004; Gronblom and Willner, 2008) .
Privatization and change in ownership may induce firms to improve efficiency, increase productivity and investment, and adopt new technologies as well as decrease their cost. If privatization tends to improve firm level performance, then this effect should be reflected in macroeconomic level such as stimulating economic growth.
However, depends on the method of privatization, political preferences, objectives of the new owners, and the degree of corruption in the government, privatization does not necessarily cause increased economic growth.
Under corrupt regime, privatization process may be designed to maximize benefits of government officials instead of the efficiency of the economy. Thus, privatization under a corrupt regime may result in a highly concentrated industry structure and concentrating ownership in wrong hands whereby it may lead to reduced economic efficiency and hence economic growth.
The impact of privatization on economic growth may also depend on the personal commitment of the new owner to the efficient management of a privatized enterprise. Main goal of some forms of privatization is to preserve employment so that the new owner may be required to maintain certain levels of employment. Also, some methods of privatization might lead state assets to be allocated to less efficient owners whereby new owners might pursue non-economic objectives such as their own status and political power. These methods of privatization may fail to accelerate economic growth in transition economies (Kaufmann and Siegelbaum, 1997) . Thus, at the theoretical level, privatization could accelerate as well as hinder the economic growth depends on the design of privatization process. Hence, the effects of privatization on economic growth are an empirical question.
The empirical literature on the impact of privatization on economic growth is limited. There are few studies empirically examining the impact of privatization on economic growth for developing countries. However, limited number of studies has yielded conflicting results.
Some empirical studies have found a positive relationship between economic growth and privatization. Plane (1997) , examined the cross-sectional relationship between the change in the average GDP growth rate over the 1984-88 and 1988-92 periods and a set of explanatory variables including the implementation of privatization programs for the sample of developing market economies and found that privatization contribute to boost economic growth. Plane (1997) used cumulative privatization revenues as privatization variable. Barnett (2000) analyzed the fiscal and macroeconomic impact of privatization for 18 developing countries and found that privatization measured as total privatization proceeds as a percentage of GDP is positively correlated with real GDP growth rate. Boubakri, Smaoui and Zamiti (2009) , found that privatization measured by privatization proceeds over GDP plays an important role in stimulating economic growth and privatization through public offer on the stock market contributes to economic growth by analyzing the impact of privatization on economic growth for a sample of 56 developed and developing countries over the period 1980-2004. On the other hand, some other empirical studies have found a negative relation between privatization and economic growth. Cook and Uchida (2003) examined the relation between privatization and economic growth using data for 63 developing countries over a time period of 1988-97 and the framework of an extreme-bounds analysis. They found a negative relation between privatization and economic growth. Cook and Uchida (2003) measured the privatization ratio as the cumulative privatization revenue as a percentage of the average GDP for the same period. Filipovic (2005) found negative but insignificant relation between privatization and economic growth in a cross-country regression analysis on 92 developing countries. Filipovic (2005) used privatization proceeds during 1990-1999 as a percentage of GDP in 2000 as privatization variable. Naguib (2012) found that privatization had negative significant effects on economic growth in Argentina by using time-series model over the period 
Empirical Framework
By using two economic growth indicators and six privatization indicators, I investigated the impact of privatization on economic growth. The period under study is between 1990 and 2008. The largest sample includes 21 transition economies.
By using unbalanced panel data and a sample including transition countries, I estimate the following multivariate fixed effect (FE) model:
And the following multivariate random effect (RE) model:
where it subscript stands for the i-th country's observation value at time t for the particular variable. represents country specific factors not considered in the regression, which may differ across countries but not within the country and is time invariant. is a stochastic term, which is constant through the time and characterizes the country specific factors not considered in the regression.
is error term of the regression.
The dependent variable is economic growth. Two different indicators of economic growth are used to evaluate the sensitivity of my empirical results: GDP per capita growth (annual %) and GDP growth (annual %). Results may vary depending on which growth indicator is used. If the results hold across different growth indicators, it will be an indication of their robustness. The data regarding economic growth variables come from World Development Indicators of the World Bank.
The theoretical and empirical literatures have identified a vast array of variables potentially associated with economic growth. The variables used in my analysis were chosen in the light of previous studies found in the literature, the availability of the data and our main hypothesis. Explanatory variables are defined below.
The level of privatization (PRIV) in above models is represented by six distinct variables defined below: PRIVREVENUE is the privatization revenue (cumulative, in per cent of GDP).
PRIVEMP is the private sector share in total employment (in per cent).
POESHARE is the ratio of employment in publicly owned enterprises to total employment. PRIVSHARE is the private sector share in GDP (in per cent).
SMALL is the index of small-scale privatization created by EBRD on a scale of 1 to 4.33, with higher numbers indicating higher levels of achievement in the effort to privatize small-scale enterprises.
LARGE is the index of large-scale privatization created by EBRD on a scale of 1 to 4.33, with higher numbers indicating higher levels of achievement in the effort to privatize large-scale enterprises.
The data for the variables PRIVREVENUE, PRIVEMP, PRIVSHARE, SMALL, and LARGE come from Structural Change Indicators of EBRD. The data for POESHARE variable is gathered from ILO. I expect to have a positive association between economic growth and PRIVREVENUE, PRIVEMP, PRIVSHARE, SMALL, and LARGE whereas a negative association is anticipated between economic growth and POESHARE.
I also introduced three more determinants of productivity into my analysis to see how robust my finding is:
GROSFIXCAP refers to the gross fixed capital formation (percentage change in real terms) of the relevant country. The data come from EBRD. GROSENRA refers to gross tertiary enrolment ratio of the relevant country. The data were obtained from EdStats of World Bank. EMPLOYMENTGR refers to employment growth (the annual change in employment) of the relevant country. The data come from EBRD. Growth theories argue that economic growth is positively related to each of these variables.
Estimation Results
Estimation results are reported in Table 1 Estimation results by using GDP per capita growth as dependent variable indicate that:
All coefficients of privatization indicators are statistically significant and take the expected signs. PRIVREVENUE, PRIVEMP, PRIVSHARE, SMALL, LARGE variables have consistently positive and significant coefficients, indicating that privatization process seems to boost economic growth. POESHARE variable has a negative and significant coefficient, indicating that as the ratio of public employment in total employment increases, economic growth decreases.
In regard to other variables in the model, the coefficient of the GROSFIXCAP variable is positive and statistically significant in all models. Thus, investment seems to increase economic growth in transition countries. The estimated coefficient of EM-PLOYMENTGR variable takes the expected positive sign and is statistically significant in all models.
The results support the proposition that employment is positively correlated with economic growth. GROSENRA variable, as anticipated, is positive and statistically significant only in Model 1. It shows that gross enrolment rate is positively correlated with the economic growth. Estimation results using GDP growth as dependent variable indicate that:
All coefficients of privatization indicators are statistically significant and take the expected signs. The coefficients of EMPLOYMENTGR variable are positive and statistically significant in all models while the coefficients of GROSFIXCAP and GROSENRA variables are positive and statistically significant in all models except Model 4 for GROSFIXCAP and Model 2, 3, and 4 for GROSENRA.
Overall, the results indicate that privatization contributes to boost economic growth in transition economies over the period 1990 to 2008.
Conclusion
In addition to other determinants of economic growth, this study examines the explanatory power of privatization. By using two economic growth indicators and six privatization indicators, I test the hypothesis that privatization contributes to boost economic 
